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In my household, my wife’s views carry 
much more weight than mine. So, I’m no 
stranger to the concept of dual class 
voting rights. 

That said, in my professional life as an 
independent director, I’m accustomed to 
my vote being equal to that of everyone 
else around the board table. 

But I’ve just been invited to join the board 
of a tech company that is about to list with 
dual class shares in Hong Kong. I’m very 
excited by the prospect. It would be my first 
overseas appointment, and it would allow 
me to brand myself as an international NED. 

However, an old friend is dead set against 
my taking up the appointment. I had 
previously regarded him as a mentor in my 
directorship journey, but recently he been 
sounding increasingly like a dinosaur in that 
I feel he doesn’t understand how these new 
technology companies function. We have 
had many arguments on this matter.

He said that it would be tough for me to 
disagree with the founder and CEO on 
anything since he holds the votes – including 

the votes to change the board. While I can 
accept the arithmetic of his argument, 
I don’t see it as an issue since the CEO has 
his entire future at stake, so why would 
he not be aligned with the interests of the 
company and other shareholders? In any 
case, there are sunset provisions when the 
supervotes will eventually go away. 

I have read much about the founder. He’s 
done an excellent job so far, having grown 
the company and its valuation in leaps and 
bounds. And he treats his employees well, 
giving them plenty of stock options. 

Further, why would Singapore and Hong 
Kong – and now London – allow dual class 
shares if it’s really such a huge problem? 

Yet, I am perturbed by what my friend said 
about my non-effectiveness on a dual class 
shares board. I believe I can be very effective. 

What do you think, Mr Sid?

Yours sincerely,

Divided-by-the-Dual-Class-Divide

Dear Mr Sid

Re: Duelling Over Dual Class  

ASK MR SID

Dear Divided-by-the-Dual-Class-Divide

I can see that you are in two minds about the 
issue of dual class shares (DCS), and I can 
understand why.

Although they have been around for some 
time, DCS have been controversial, not just for 
boards but also for investors and regulators. So, 
it’s helpful to look at the issues from both sides.

Pros and cons
Although they are called dual class, DCS 
can mean two or more classes of shares with 
different voting rights. Typically, insiders 
(usually the founders, as in your case, and 
their families and venture capitalists who put 
in the seed money) have a class of shares with 
greater control and voting rights – say, 10 
votes per share. In contrast, the general public 
is offered a class of shares with a standard 
one vote per share, sometimes less. They may 
even have zero voting rights, as in the 
US$3.4 billion (US$4.5 billion) IPO of Snap 
Inc in 2017. 

Advocates of DCS say that a supervoting 
capital structure promotes strong leadership 
from the company’s founders and the 
continued support of early investors. Such 
shares also protect a young company from 
takeover attempts and activist campaigns, 
allowing the founders to concentrate on the 
long-range strategic plans of the company.

On the other hand, DCS opponents believe in 
the equity of one-share, one-vote. They bristle 
– as your friend does – at the undemocratic 
nature of giving outsized power to founders 
and insiders, and the risks of entrenchment 
(of management by the owner-managers) and 
expropriation (owner-managers extracting 
disproportionate private benefits).

The biggest critics come from the investor 
community. Institutional investors (Aberdeen, 
BlackRock and Fidelity), investor associations 
(Council of Institutional Investors, Asian 
Corporate Governance Association) and proxy 
advisory firms (ISS, Glass Lewis & Co) have 
publicly voiced opposition to DCS, and sought 
to push through reforms. 

Some investors have voted by withholding their 
money. For example, the failed IPO of office-
sharing company WeWork in the US in 2019 
was partly due to the scrutiny of its plan to give 
supercharged voting power to founder Adam 
Neumann. In March 2021, Deliveroo’s IPO in 
London performed poorly, losing £2 billion (S$3.7 
billion) from its expected market capitalisation 
on the first day of trading. This was widely 
attributed to its failure to obtain the backing of 
London’s biggest investors, who had flagged 
the company’s DCS structure as a concern. 

Current landscape
The fact, though, is that the number of DCS 
companies is growing. They are most prevalent 
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in the US, where seven per cent of companies 
in the Russell 3000 Index are DCS. 

Stock exchanges worldwide have felt the 
pressure to allow DCS as they race (some 
say, to the bottom) to catch the IPO wave of 
technology companies whose founders favour 
such structures. Thus, the Singapore and Hong 
Kong stock exchanges allowed DCS structures 
in 2018, and London followed suit this year. 

Mindful of investor concerns, regulators have 
added safeguards. Singapore, for example, 
requires sunset clauses and an enhanced voting 
process in which all shares carry one vote for 
matters such as the appointment and removal 
of independent directors and auditors. Yet, 
such safeguards make it unattractive for DCS, 
and they have been cited as a key reason for 
Singapore having only a grand total of one DCS 
company (AMTD International, a secondary 
listing) since 2018.

Performance
Do DCS companies perform better? The jury is 
out on this.

Academic research comparing the performance 
of DCS and non-DCS companies are divided. 

On the one hand, some studies found lower 
stock returns for DCS firms compared to single-
class firms – they had lower trading prices 
compared to fundamentals, higher management 
entrenchment, higher executive compensation, 
and value-destroying acquisitions. 

Other studies found that the DCS structure could 
be optimal for certain companies. Aggressive-
growth and family-controlled DCS companies tend 
to show higher long-term shareholder returns. 

Perhaps one conclusion from this inconclusive 
analysis is that company performance depends – 
as it does for any company – on the performance 
of whoever is in control. There is one huge 
difference, though: if it’s the wrong person in 
control of the day-to-day management, there may 
not be much that the board or investors can do 
about it if it’s a DCS company.

That’s why Charles Elson, a US corporate 
governance specialist, said that the monitoring 
that boards should do at DCS companies is 
essentially now outsourced to third parties – 
to the government, the courts and the regulators.

Governance 
This brings us to the matter of governance and 
the board. 

From your standpoint, the situation is akin to 
a family business in which the majority 
shareholder is an executive director, as well as 
the CEO or a member of senior management. 

The board, nevertheless, has a role to play. 
It should advise on key matters and make board 
decisions. Since the dual class voting structure 
only applies to shareholders, it would still be 
one director, one vote on the board; therefore, 
the collective decision of all directors would 
prevail. But, of course, the founder-CEO as the 
shareholder with the majority voting rights can 
remove and appoint new directors at any time, 
as your friend has pointed out. 

Therefore, you should decide whether you can 
be objective and effective in such a context. 
It would seem that a precondition for the board 
to be not muted is that the directors can trust 
that the founder-CEO will do what is right from 
a governance standpoint. He should understand 
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the role of the board and be willing to work 
with it constructively. A reality of founder-CEOs 
of startups, though, is that they are used to 
being in near-total control of the company from 
inception. 

Joining the board
My advice is: before joining the board, meet 
up with the founder-CEO and your fellow 
independent directors to determine if the board 
environment you are coming into will allow you 
to be effective.

If you accept the role, you would need to 
familiarise yourself with the listing rules and 
corporate governance regime in Hong Kong. 

You should also be aware that there could be 
a taint to being associated with a DCS company. 
Outside observers tend to believe it is the 
founders who really control DCS boards, whether 
that prejudice is deserved or not. Certainly, the 
Council of Institutional Investors thinks it is. 
In 2019, it started a name-and-shame initiative 
to identify the directors of US companies going 
public with DCS structures and listed all the other 
boards they serve on, so as to “alert investors 
who may want to raise a concern about that in 
their engagement with other boards on which 
these directors serve.” 

All the best on your decision. 

 
Yours sincerely

Mr Sid

Sid


